REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON DIKGATLONG LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I was engaged to audit the accompanying financial statements of the Dikgatlong Local 
Municipality, which comprise the statement of financial position as at 30 June 2011, the 
statement of financial performance, statement of changes in net assets and cash flow 
statement for the year then ended, and a summary of significant accounting policies and 
other explanatory information as set out on pages |... to ....I 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 
and Division of Revenue Act of South Africa, 2010 (Act No. 1 of 2010 as amended) (DoRA), 
and for such internal control as management determines necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

Auditor-general’s responsibility 

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 1996) 
and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004), my 
responsibility is to express an opinion on the financial statements based on conducting the 
audit in accordance with the International Standards on Auditing and General notice 1111 
of 2010 issued in Government Gazette 33872 of 15 December 2010. Because of the 
matters described in the basis for disclaimer of opinion paragraphs, I was unable to obtain 
sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis of disclaimer of opinion 


Cash and cash equivalents 

4. I could not obtain reasonable assurance on the existence, completeness, valuation and 
allocation of and right and obligation pertaining to cash and cash equivalents disclosed in 
note 6 as R4 885 259 (2010: (R7 486 564)) due to the matters listed below. The entity’s 
records did not permit the application of alternative audit procedures. 

• Sufficient appropriate audit evidence for debit reconciling items of R39 140 109 and 
credit reconciling items of R38 653 834 included in the bank reconciliation could not be 
obtained. The library account was disclosed as R709 010 in note 6 to the financial 
statements and R324 010 in the trail balance, which resulted in a difference of R384 
999. Furthermore no bank reconciliations were performed for this account. 

• A new bank account was included in the cash and cash equivalents note for the prior 
year, but this balance could not be confirmed with the bank and no evidence to support 
the existence of this account could be obtained. The account had an overdraft balance 
of R3 029 883 at 2009/10 year-end. 
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Accumulated surplus 

5. I could not obtain reasonable assurance on the valuation and allocation, existence, 
completeness, rights and obligations for accumulated surplus disclosed as R1 001 544 
(2010; accumulated deficit of R28 536 754), due to the matters listed below. The entity’s 
records did not permit the application of alternative audit procedures. 

• The accumulated surplus disclosed as R1 001 544 in the statement of financial position 
did not agree to the accumulated deficit as per the trial balance of R7 516 410, resulting 
in the difference of R8 517 954. 

• I was unable to obtain sufficient appropriate audit evidence could not be obtained for 
correction made of R390 687 disclosed in note 33. 

Statement of changes in net assets 

6. Due to the impact of the limitation of scope on the revenue, expenditure and accumulated 
surplus, I could not obtain reasonable assurance on the existence, completeness, valuation 
and allocation of assets as per the statement of changes in net assets. 

Cash flow statement 

7. Due to the impact of the limitation of scope on the unreconciled bank balances and the 
revenue and expenditure, I could not obtain reasonable assurance on the valuation and 
allocation, existence, rights and obligations of the cash flow statement. Furthermore I could 
not obtain sufficient appropriate audit evidence for the purchase of property, plant and 
equipment of R692 822 disclosed in the cash flow statement. 

8. Presentation of a cash flow statement, summarising the entity’s operating, investing and 
financing activities, is required by SA Standards of GRAP 2, Cash flow statements. The 
increase in consumer debtors of R17 681 461 presented in the cash flow statement note 34 
did not agree to the increase in consumer debtors of R26 405 320 included in the statement 
of financial position. The net cash flows from operating activities and the cash and cash 
equivalents in the cash flow statement were overstated by R8 723 859. 

Property, plant and equipment 

9. I could not obtain reasonable assurance on the completeness, existence, valuation and 
allocation of and rights and obligation pertaining to property, plant and equipment disclosed 
in the statement of financial position as R nil (2010: R17 565 865) due to the matters listed 
below. The entity’s records did not permit the application of alternative audit procedures. 

• As indicated in note 9 to the financial statements, plant and equipment were not 
depreciated during the current financial year. Depreciation included in the asset register 
of R7 350 609 did not agree to depreciation in the trail balance of R149 212 468, 
resulting in the difference of R141 861 858. Sufficient appropriate audit evidence could 
not be obtained for these differences. 

• The completeness of property, plant and equipment could not be confirmed due to the 
asset register not including all items identified as property, plant and equipment. 

• A number of assets listed in the asset register could not be traced to the physical asset. 
Furthermore assets on the valuation roll could not be traced to the asset register. 

10. SA Standards of GRAP 17, Property, plant and equipment states that subsequent to initial 
recognition at cost, an item of property, plant and equipment should be carried at cost less 
accumulated depreciation and accumulated impairment losses. Property, plant and 
equipment were misstated due to the following matters: 
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• Property, plant and equipment was disclosed as R17 565 865 in the prior year and as R 
nil in the current year. 

• Property, plant and equipment was overstated and investment property understated by 
R3 043 968 as the entity incorrectly disclosed investment property as property, plant and 
equipment. 

Investment property 

11. The completeness of investment property could not be confirmed due to the investment 
property register not including all items identified as investment property. The entity’s 
records did not permit the application of alternative audit procedures regarding the 
completeness of amounts disclosed as investment property. Consequently, I did not obtain 
all the information and explanations I considered necessary to satisfy myself as to the 
completeness of investment property. 

12. SA Standards of G RAP 16, Investment property, requires property held to earn rentals or 
for capital appreciation to be recognised as investment property. Investment property was 
disclosed as R1 182 033 in the prior financial year and as R nil in the current financial year, 
resulting in investment property being understated with R1 182 033. 

Inventory 

13. SA Standards of GRAP 12, Inventories, par 9 states that inventories encompass goods 
purchased and held for resale including land and other property held for sale. The 
municipality did not disclose water held at year-end, inventory kept at the municipal store 
and municipal land available for sale. An inventory count was not conducted at year-end 
and a system to account for inventory did not exist. Therefore, I was unable to determine 
the value of inventory at year-end. No alternative audit procedures could be performed on 
inventory as the municipality’s records did not permit this. 

Trade receivables from exchange transactions 

14. I could not obtain reasonable assurance on the completeness, existence, valuation and 
allocation and rights pertaining to trade receivables from exchange transactions disclosed 
in note 4 as R70 923 403 (2010: R53 241 942) due to the matters listed below. The entity’s 
records did not permit the application of alternative audit procedures. 

• The receivable age analysis could not be obtained. 

• Due to the impact of the limitation on the receivables balance, I could not confirm the 
completeness and valuation of the provision for impairment disclosed as R27 040 543 
(2010: R35 764 402) in note 4 to the financial statements. 

• The comparative amount for the provision for impairment was disclosed as R35 764 402 
in note 4 and as R7 623 503 in note 4.3, resulting in a difference of R28 140 899. 
Sufficient appropriate audit evidence could not be obtained for these differences. 

• The municipality wrote off receivable balances amounting to Rll 937 957 (2010: R28 
140 899) during the year under audit. Sufficient appropriate audit evidence to support 
this write-off could not be obtained. The write-off of these receivable balances was not 
approved by council. 

• I could not obtain sufficient appropriate audit evidence for the ageing of debtors 
disclosed in note 4 to the financial statements. 
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• The ageing disclosed as R58 705 832 in note 4 did not agree to the ageing as per note 
4.1 of R9 504 717 resulting in the difference of R49 201 115. Sufficient appropriate audit 
evidence could not be obtained for these differences. 

• Sufficient appropriate audit evidence for journal entries of R119 104 passed against 
trade receivables could not be obtained. 

• The ageing for trade and other receivables for exchange transactions was disclosed as 
R58 705 832 in note 4 to the financial statements and R9 504 717 in note 4.1, which 
resulted in a difference of R49 201 115. Sufficient appropriate audit evidence could not 
be obtained for these differences. 

15. International Accounting Standard (IAS) 39 Financial Instruments: Recognition and 
Measurement, paragraphs 43 and 46 states that receivables have to be initially measured 
at fair value and subsequently measured at amortised cost using the effective interest 
method. Trade receivables and revenue were understated by R185 756, as interest was 
charged on the outstanding debtor accounts for services by using the incorrect tariff. 
Furthermore trade receivables from exchange transactions was overstated and other 
receivables from non-exchange transactions understated by R9 421 435 (2010: R6 580 
884) as a result of rates receivable that was incorrectly disclosed as trade receivables from 
exchange transactions. 

Other receivables from non-exchange transactions 

16. Other receivables from non-exchange transactions were disclosed as R222 383 in note 5 to 
the financial statements. I could not obtain sufficient appropriate audit evidence for other 
receivables from non-exchange transactions. The municipality’s records did not permit the 
application of alternative audit procedures. Consequently, I was unable to perform 
satisfactory audit procedures to obtain reasonable assurance on the valuation, allocation 
and existence of and rights and obligations to other receivables from non-exchange 
transactions. 

Leases 

17. SA Standards of GRAP 13 Leases, states that a lease is classified as a finance lease if it 
transfers substantially all the risks and rewards incidental to ownership. A lease is classified 
as an operating lease if it does not transfer substantially all the risks and rewards incidental 
to ownership. In terms of SA Standards of GRAP 1 Presentation of Financial Statements, 
each material class of similar items shall be presented separately in the financial 
statements. The municipality did not disclose finance and operating leases of an 
unquantifiable amount, which was contrary to the accounting policy. 

VAT Receivable 

18. I was unable to perform satisfactory audit procedures to obtain reasonable assurance on 
the existence, valuation and allocation, completeness and rights and obligations pertaining 
to VAT receivable disclosed as R125 394 (2010: RNil) in note 8 to the financial statements. 
The entity’s records did not permit the application of alternative audit procedures. 

19. IAS 39 Financial Instruments: Recognition and Measurement states that receivables are 
recognised as assets when the entity has a legal right to receive cash. The VAT receivable 
was understated and expenditure overstated by R2 167 721. The amount disclosed in note 
8 amounted to R125 394 and South African Revenue Services statement of account 
reflected a R2 293 115 receivable. 
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Short term investments 

20. I could not obtain reasonable assurance on the valuation and allocation pertaining to short 
term investments disclosed in note 6 as R29 242 251 (2010: R2 185 878) due to the 
matters listed below. The entity’s records did not permit the application of alternative audit 
procedures. 

• I was unable to audit the difference for the comparative figure disclosed as R2 185 878 
in the statement of position and as R3 656 999 in note 6 to the financial statements, 
which resulted in a difference of R1 176 539. Sufficient appropriate audit evidence 
could not be obtained for this difference. 

• The detail included in note 6 of R1 292 931did not agree to the total disclosed in note 6 
of R3 656 999, which resulted in a difference of R2 364 068. Sufficient appropriate audit 
evidence could not be obtained for this difference. 

Long term liabilities 

21. IAS 39 Financial Instruments: Recognition and Measurement states that payables are 
recognised as liabilities when the entity becomes a party to the contract and, as a 
consequence, has a legal obligation to pay cash. Long term liabilities were overstated and 
current liabilities understated by R793 376 as the municipality did not disclose the short- 
term portion of loans amounting to R793 376. 

Provision 

22. Provisions was disclosed as R888 491 (2010: R1 101 821) in note 13 to the financial 
statements. I was unable to perform satisfactory audit procedures to obtain reasonable 
assurance on the existence, valuation and allocation, completeness and rights and 
obligations pertaining to provisions disclosed. There were no satisfactory alternative audit 
procedures that I could perform as the municipality did not have an adequate leave system. 

23. SA Standards of GRAP 19, Provisions, Contingent Liabilities and Contingent Assets, states 
that provisions are liabilities of uncertain timing or amount. SA Standards of GRAP 19 
further states that “accruals are a liability to pay for goods or services that have been 
received or supplied but have not been paid, invoiced or formally agreed with the supplier, 
including amounts due to employees. Provision has not been made for environmental 
rehabilitation costs to restore the entity’s landfill sites. A provision should be made for the 
entity’s present obligation incurred because of its past use of the landfill sites in accordance 
with the SA Standards of GRAP 19, Provisions, contingent liabilities and contingent assets. 
This results in the understatement of provisions and assets by the estimated restoration cost 
of R2 678 746. 

Creditors 

24. I could not obtain reasonable assurance on the completeness, existence, valuation and 
allocation of and obligations pertaining to other payables disclosed in note 14 as R32 210 
894 (2010: R50 954 351). There were no satisfactory alternative audit procedures that I 
could perform as the municipality did not have a system and controls over creditors on 
which I could rely for the purpose of my audit. 

25. IAS 39 Financial Instruments: Recognition and Measurement states that payables are 
recognised as liabilities when the entity becomes a party to the contract and, as a 
consequence, has a legal obligation to pay cash. The entity did not accrue for liabilities in 
respect of employee related cost and goods and services received. Had these transactions 
been accrued for, the effect would have been to reduce the surplus for the period and the 
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accumulated surpluses by R1 995 701 and to increase the accrued liability in the statement 
of financial position by an equal amount. Furthermore payables were understated by R2 
397 378 due to VAT for outstanding consumer debtors not being included as a creditor. 

Unspent conditional grants and receipts 

26. I could not obtain reasonable assurance on the rights and obligation, existence, valuation 
and allocation pertaining to unspent conditional grants and receipts disclosed in note 15 as 
R13 029 311 (2010: R4 040 688). Furthermore unspent conditional grants was disclosed as 
R13 029 311 in note 15 to the financial statements and R19 407 440 in note 24, which 
resulted in a difference of R6 378 129. Sufficient appropriate audit evidence could not be 
obtained for this difference. The entity’s records did not permit the application of alternative 
audit procedures. 

27. SA Standards of GRAP 23, Revenue from non-exchange transaction, state that an inflow of 
resources from a non-exchange transaction shall be recognised as revenue, except to the 
extent that a liability is also recognised in respect of the same inflow. Any liability 
recognised would be decreased and revenue recognised as and when the municipality 
complies with the restrictions of the grant. Revenue for grants was disclosed as R48 435 
555 in the statement of financial performance. The amount for which the grant conditions 
were met that should have been disclosed as revenue amounted to R35 752 095. This 
resulted in revenue and expenditure (capital and current) being overstated by R12 683 460. 
Included in this overstatement were funds of Rll 192 555 that were received from the 
Department of Cooperative Governance, Human Settlements and Traditional Affairs and 
funds from the department of Sport Art and Culture of R815 000, for which the municipality 
act as an implementing agent. Trade and other payables were understated with Rll 192 
555. 

Revenue 

28. I could not obtain reasonable assurance on the completeness, accuracy, cut-off, 
classification and occurrence of revenue disclosed in the statement of performance as R93 
807 282 (2010: R76 141 478) due to the matters listed below. The entity’s records did not 
permit the application of alternative audit procedures. 

• I could not obtain sufficient appropriate audit evidence for debit transactions of R15 603 
168 passed against revenue items. 

• I could not obtain sufficient appropriate audit evidence for fines disclosed as R935. 

• I could not obtain sufficient appropriate audit evidence for rental of facilities disclosed as 
R290 317. 

• There was no system of control over water meter- and electricity consumption readings 
on which I could rely for the purpose of my audit, and there were no satisfactory audit 
procedures that I could perform to obtain reasonable assurance that all meter readings 
was properly recorded. Furthermore reconciliations were not performed for prepaid 
electricity that was sold on behalf of the municipality. Consequently, the completeness of 
revenue for service charges relating to prepaid electricity, electricity and water could not 
be confirmed. 

29. SA Standards of GRAP 23, Revenue from non-exchange transactions states that an inflow 
of resources from a non-exchange transaction shall be recognised as revenue. Revenue 
from non-exchange transactions was misstated due to the matters listed below: 

• Equitable share was disclosed as R 33 629 000 in note 23 to the financial statements 
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and R34 478 000 according to the DoRA, which resulted in revenue for government 
grants and subsidies being understated by R849 000. 

• Fees for licences and permits of R294 874 were not recognised as revenue, which 
resulted in licenses and permits disclosed as R287 554 to be understated by R294 874. 

• Property rates disclosed in note 19 to the financial statements and trade and other 
receivables were understated by R70 195 due to the incorrect tariffs used. 

• Revenue of R69 190 received for fines were not disclosed, resulting in fines disclosed as 
R935 being understated by this amount. Furthermore the comparative figure for fines 
disclosed as RlOl 465 included transactions relating license and permits. 

30. SA Standards of GRAP 9, Revenue from exchange transactions states that revenue from 
the sale of goods shall be recognised when all the measurement and recognition criteria 
have been satisfied. Revenue from exchange transactions was misstated due to the 
matters listed below: 

• Service charges disclosed in the statement of financial performance and trade and other 
receivables were understated by R3 623 007 due to the incorrect tariffs used 

• Revenue for pre-paid electricity that was sold on behalf of the municipality by vendors 
was not recorded. This resulted in revenue and cash and cash equivalents being 
understated by R2 415 834. 

• Interest earned on external investments was understated by R748 392 relating to 
interest earned that was not disclosed. 

Expenditure 

31. I could not obtain reasonable assurance on the completeness, accuracy, cut-off, 
classification and occurrence of expenditure disclosed as R64 268 985 (2010: R77 485 
294), due to the matter listed below. The entity’s records did not permit the application of 
alternative audit procedures. 

• I could not obtain sufficient appropriate audit evidence for expenditure transaction 
relating to repairs and maintenance that was disclosed as R2 075 253, bad debts 
disclosed as Rll 937 957, employee related cost disclosed as R22 176 913, bulk 
purchases that were disclosed as R14 654 839, contract services that were disclosed as 
R2 366 320 and general expenditure that was disclosed as R8 339 111. 

32. SA Standards of GRAP 1 Presentation of Financiai Statements paragraph 18 states that 
the financial statements shall present fairly the financial performance of an entity. Fair 
presentation requires the faithful representation of the effects of transactions, other events 
and conditions in accordance with the definitions and recognition criteria for expenses. 

• Finance cost were understated by R280 622 as not all interest paid was disclosed. 

• Furthermore bulk water purchases disclosed in note 21 was understated by R1 036 636 
as the expenditure for creditors disclosed was not included as expenditure in the 
statement of performance. 

• Expenditure line items for cleaning material and consumables, telecommunications; 
telephone and training was understated by R179 037 and functions and events, printing 
and stationary and repair and maintenance were overstated by R179 037, that was 
disclosed in note 30 to the financial statements. 
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Disclosure and presentation 

33. I was unable to audit the difference between the comparative amounts as per 2010/11 
annual financial statements and the amount disclosed in the 2009/10 annual financial 
statement for short term investment of R892 948. Furthermore the comparative figure, as 
per the 2009/10 financial statements were not disclosed for irregular expenditure of R2 093 
102, fruitless and wasteful expenditure of R4 473 996 and unauthorised expenditure of R18 
060 663. 

The financial statements did not always indicate the details of these restatements as 
required by SA Standards of GRAP 1 Presentation of Financial Statements and SA 
Standards of GRAP 3 Accounting policies, changes in accounting estimates and errors. The 
municipality’s records did not permit the application of alternative audit procedures. 

34. I was unable to audit the difference between the trial balance and the amounts disclosed in 
the annual financial statement for the following line items: unspent conditional grants of R18 
508 550, long term liabilities of R467 303, government grants and subsidies received of 
R14 064 242, Interest earned on outstanding debtors of R8 708 358, employee related 
costs of R59 507, trade receivables from exchange transactions of R26 835 239, cash and 
cash equivalents of R30 381 431, vat receivables of R97 209, short term investments of 
R25 874 337, consumer deposits of R242 380, bad debt of Rll 936 492, leases of R152 
706, provisions of R887 611, creditors of R13 675 505, repairs and maintenance of R2 015 
304, finance cost of R133 276, contract services of R410 354 and general expenditure of 
R4 513 506. The municipality’s records did not permit the application of alternative audit 
procedures. I could not determine the impact on the financial statements. 

35. In terms of SA Standards of GRAP 1 Presentation of Financial Statements, each material 
class of similar items shall be presented separately in the financial statements. 
Miscellaneous trade receivables from exchange transactions of Rll 403 810 in note 4 to 
the financial statements and property, plant and equipment disclosed in the statement of 
financial position as R nil were not presented separately. 

36. The municipality did not include an accounting policy for cash and cash equivalents, 
investments and consumer deposits. 

37. Disclosures were not made for VAT in note 37.3 to the financial statements, as required by 
section 125(l)(b) of the MFMA. VAT was disclosed as Rnil in note 37.3. 

38. Distribution losses for water and electricity were not disclosed, as required by section 
125(2d)(i) of the MFMA. The losses have not been quantified by the municipality. 

39. Various referencing note numbers in the financial statements did not agree to the note 
number to which it was referenced to. 

40. I could not obtain reasonable assurance on the classification and understandability, 
accuracy and valuation and the rights and obligations for financial instruments disclosed in 
note 39 to the financial statements as sufficient appropriate audit evidence could not be 
obtained. The entity’s records did not permit the application of alternative audit procedures. 

41. The entity ceded guarantees amounting to R124 540 to Eskom. The entity did not disclose 
this information as required by South African Statement of Generally Accepted Accounting 
Practice, IFRS 7 (AC 144), Financial instruments: Disclosures. 


Employee benefits 

42. IAS 19 Employee Benefits paragraph 10(a) states that when an employee has rendered 
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service to an entity during an accounting period, the entity shall recognise the undiscounted 
amount of short term employee benefits expected to be paid in exchange for that service as 
a liability, after deducting any amount already paid. Employee benefits was understated as 
the municipality did not disclose a payable for annual bonuses in the financial statements. A 
bonus schedule was not prepared and I was therefore unable to determine the impact of 
this on the financial statement. 

43. The municipality provided post-retirement medical benefits for certain retired staff. The 
municipality did not account for the costs of these benefits in accordance with the South 
African Statement of Generally Accepted Accounting Practice, IAS 19 Employee Benefits. I 
could not confirm the obligation, current service costs, interest cost and accumulated 
actuarial gains or losses relating to employee benefits 

Commitments 

44. The municipality did not disclose any commitments in the financial statements. A register of 
contracts was not maintained. I could not obtain all tender documentation from the 
municipality. Consequently, the completeness of commitments could not be confirmed. 

45. SA Standards of CRAP 17 Property, Plant and Equipment, states that the financial 
statements shall also disclose the amount of contractual commitments for the acquisition of 
property, plant and equipment. Commitments were understated by R30 811 793 in respect 
of projects in progress. 

Contingent liabilities 

46. SA Standards of GRAP 19 Provisions, Contingent Liabilities and Contingent 
Assets, paragraph 110 states that unless the possibility of any outflow in settlement is 
remote, an entity shall disclose for each class of contingent liability at the reporting date a 
brief description of the nature of the contingent liability. The municipality did not disclose an 
indication of the uncertainties relating to the amount or timing of any outflow and the 
possibility of any reimbursement in note 42 to the financial statements. Furthermore the 
municipality did not quantify contingent liabilities disclosed in note 42. The municipality has 
three landfill sites that are currently being used. The municipality is not in possession of 
permits or licenses for these sites. Section 68 (1) of the National Environmental 
Management Act, Act, 2008 states that “a person convicted of an offence referred to in 
section 67( I )(a), (g) or (li) is liable to a fine not exceeding RIO 000 000 or to imprisonment 
for a period not exceeding 10 years, or to both such fine and such imprisonment, in addition 
to any other penalty or award that may be imposed or made.” The municipality did not 
disclose any contingent liability in this regards. 

Irregular expenditure 

47. I could not obtain reasonable assurance on the valuation, completeness classification and 
understandability of the irregular expenditure disclosed as R762 969 (2010: RNil) in note 
36.3 to the financial statements as sufficient appropriate audit evidence could not be 
obtained. Furthermore not all payments and tender documentation could be obtained. The 
entity’s records did not permit the application of alternative audit procedures. 

48. Section 112 of the MFMA requires the entity to implement and maintain an appropriate 
procurement and provisioning system which is fair, equitable, transparent, competitive and 
cost-effective. Payments amounting to R5 017 425 were made in contravention of the 
supply chain management requirements. The amount was not included in irregular 
expenditure, disclosed in note 36.3 to the financial statements, resulting in irregular 
expenditure being understated by R5 017 425 (2010: RNil). 


9 



Fruitless expenditure 

49. Accounting policy note 6 prescribes the accounting treatment of fruitless expenditure. 
Fruitless expenditure disclosed in note 36.2 to the financial statements was understated by 
R913 196 (2010: R4 473 996) relating to interest incurred on long-outstanding creditor 
accounts. 

Disclaimer of opinion 

50. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide 
a basis for an audit opinion. Accordingly, I do not express an opinion on the financial 
statements. 


Additional matters 

51. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Unaudited supplementary schedules 

52. The supplementary information provided set out on pages xxx to xxx is not clearly 
differentiated from the audited financial statements. I have not audited these schedules and 
accordingly I do not express an opinion thereon. 

Material inconsistencies in other information included in the annual report 

53. At the date of this audit report certain components of the annual report had not been 
received and as a result a conclusion is not drawn on the consistency between the financial 
statements and audit report, and other information included in the annual report. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

54. In accordance with the PAA and in terms of General Notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I include below my findings on the 
annual performance report as set out on pages ... to ... and material non-compliance with 
laws and regulations applicable to the municipality. 

Predetermined objectives 

Presentation of information 

55. The following criteria are relevant to the findings below: 

• Performance against predetermined objectives is reported using the National Treasury 
guidelines. 

56. Audit findings: 

• Adequate explanations for major variances between the planned and the actual reported 
targets were not provided, as required in terms of the relevant reporting guidance. In 
total 49% of the reported targets with major variances were not explained. 
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Usefulness of information 


57. The following criteria are relevant to the findings below: 

• Consistency: The reported objectives, indicators and targets are not consistent with the 
approved integrated development plan. 

• Relevance: No clear and logical link exists between the objectives, outcomes, outputs, 
indicators and performance targets 

58. Audit findings: 

• The indicators and targets as per the annual performance report did not relate directly to 
each other in more than 58% of instances to the actual outcome (consistency). 

• For the selected objectives valid performance management processes and systems that 
produce actual performance against the planned indicators do not exist for 100% of the 
indicators (relevant). 

Reliability of information 

59. The following criteria are relevant to the findings below: 


• Validity: The reported performance did not occur and does not pertain to the entity. 

• Accuracy: The amounts, numbers and other data relating to reported actual performance 
have not been recorded and reported appropriately. 

60. Audit findings: 

• For the selected objectives for the technical programme the validity, accuracy of 69% of 
the reported indicators could not be established as relevant source documentation could 
not be provided. 

Compliance with laws and regulations 
Strategic planning and performance management 

61. The municipality did not implement a framework that describes and represents how the 
municipality’s cycle and processes of performance planning, monitoring, measurement, 
review, reporting and improvement will be conducted, organised and managed, including 
determining the roles of the different role players as required by sections 38, 39, 40 and 41 
of the MSA and Municipal Planning and Performance Management Regulations 7 and 8. 

62. The accounting officer of the municipality did not submit the results of the assessment on 
the performance of the municipality during the first half of the financial year to the mayor of 
the municipality, the National Treasury, and the provincial treasury as required by section 
72(l)(b) of the Municipal Finance Management Act. 


Budgets 
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63. The mayor did not submit all quarterly reports to council on the implementation of the budget 
and the financial state of affairs of the municipality within 30 days after the end of each 
quarter, as required by section 52(d) of the Municipal Finance Management Act. 

64. The accounting officer did not always submit the monthly budget statements to the mayor or 
the relevant provincial treasury, as required by section 71(1) of the Municipal Finance 
Management Act. 

Annual financial statements: 

65. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the Municipal Finance Management Act. 
Material misstatements identified by the auditors were not adequately corrected, which 
resulted in the financial statements receiving a disclaimer audit opinion. 

66. The accounting officer did not submit the annual financial statements of the municipality for 
auditing, within two months after the end of the financial year as required by section 
126(l)(a) of the Municipal Finance Management Act. 

Audit committees: 

67. No audit committee was in place as required by section 166(1) of the Municipal Finance 
Management Act. 

68. As a result of the above the audit committee did not function as required by section 166 of 
the Municipal Finance Management Act, in that: 

The audit committee did not advise the council, the political office bearers, the accounting 
officer of the municipality on matters relating to internal financial control and internal audits, 
risk management, accounting policies, performance management, effective governance, 
compliance with applicable legislation and performance evaluation. 

• The audit committee did not review the annual financial statements; 

• The audit committee did not respond to the council on any issues raised by the 
Auditor-General in the audit report; 

• The audit committee did not consist of at least three persons with appropriate 
experience; 

• Majority of members of the audit committee were employees of the municipality; 

• The audit committee did not meet at least four times a year. 

69. The audit committee did not advise the council of the municipality on the adequacy, 
reliability and accuracy of financial reporting and information as required by section 
166(2)(a)(iv) of the Municipal Finance Management Act. 

70. The audit committee did not advise the municipal council, the political office bearers, the 
accounting officer and the management staff of the municipality on matters relating to 
compliance with the Municipal Finance Management Act, the Division of Revenue Act and 
other applicable legislation as required by section 166(2)(a) of the Municipal Finance 
Management Act. 

71. The municipality did not appoint and budget for a performance audit committee, nor was 
another audit committee utilised as the performance audit committee as required by 
Municipal Planning and Performance Management Regulation 14. 

Internal audit: 
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72. The municipality did not have an internal audit unit in place as required by section 165(1) of 
the Municipal Finance Management Act. 

73. The municipality did not develop and implement mechanisms, systems and processes for 
auditing the results of performance measurement as part of its internal audit processes as 
required by section 45(l)(a) of the Municipal Systems Act and Municipal Planning and 
Performance Management Regulation 14. 

74. As a result of the above the internal audit unit did not function as required by section 165(2) 
of the Municipal Finance Management Act, in that: 

• Internal audit did not prepare a risk-based audit plan and an internal audit programme 
for the financial year under review; 

• Internal audit did not report to the audit committee on the implementation of the internal 
audit plan; 

• Internal audit did not advise the accounting officer and report to the audit committee on 
matters relating to internal audit, internal controls, accounting procedures and practices 
risk and risk management, performance management and loss control. 

Procurement and contract management: 

75. Sufficient appropriate audit evidence could not be obtained that goods and services with a 
transaction value of between RIO 000 and R200 000 were procured by means of obtaining 
written price quotations from at least three different prospective providers as per the 
requirements of SCM regulation 17(a) & (c). 

76. Sufficient appropriate audit evidence could not be obtained that goods and services of a 
transaction value above R200 000 were procured by means of inviting competitive bids as 
per the requirements of SCM regulation 19(a) and 36(1). 

77. Sufficient appropriate audit evidence could not be obtained that awards were to providers 
based on criteria that were similar to those stipulated in the original bid documents as per 
the requirements of SCM regulation [21(b) and/or 28(1)]. 

78. Sufficient appropriate audit evidence could not be obtained that bid specifications were 
drafted by bid specification committees which were composed of one or more officials of the 
municipality as required by SCM regulation 27(3). 

79. Sufficient appropriate audit evidence could not be obtained that bids were evaluated by bid 
evaluation committees which were composed of officials from the departments requiring the 
goods or services and at least one SCM practitioner of the municipality as per the 
requirements of SCM regulation 28(2). 

80. Sufficient appropriate audit evidence could not be obtained that final awards and/or 
recommendation of awards to the accounting officer were made by an adjudication 
committee constituted as per the requirements SCM regulation 29(2). 

81. Sufficient appropriate audit evidence could not be obtained that awards were made to 
providers whose tax matters have been declared by the South African Revenue Services to 
be in order as required by SCM regulation 43. 

82. Awards were made to suppliers who did not submit a declaration on their employment by 
the state or their relationship to a person employed by the state as per the requirements of 
Municipal SCM regulation 13(c). 

83. Sufficient appropriate audit evidence could not be obtained that the preference point system 
was applied in all procurement of goods and services above R30 000 as required by section 
2(a) of the Preferential Procurement Policy Framework Act and SCM regulation 28(l)(a). 
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84. Sufficient appropriate audit evidence could not be obtained that av\/ards were made to 
suppliers based on preference points that were allocated and calculated in accordance with 
the requirements of the Preferential Procurement Policy Framework Act and its regulations. 

85. Sufficient appropriate audit evidence could not be obtained that awards were made to 
suppliers that scored the highest points in the evaluation process as per the requirements of 
section 2(l)(f) of Preferential Procurement Policy Framework Act.. 

86. The performance of contractors or providers was not monitored on a monthly basis as 
required by section 116(2)(b) of the MFMA. 

87. The contract performance measures and methods whereby they are monitored were 
insufficient to ensure effective contract management as per the requirements of section 
116(2)(c) of the MFMA. 

88. Sufficient appropriate audit evidence could not be obtained that contracts quotations to the 
value of R 3,6 million was procured in accordance with legislative requirements and the 
SCM policy. 

Expenditure Management: 

89. Sufficient appropriate audit evidence could not be obtained that money owing by the 
municipality was always paid within 30 days of receiving an invoice or statement, as 
required by section 65(2)(e) of the Municipal Finance Management Act. 

90. The accounting officer did not take reasonable steps to prevent unauthorised expenditure, 
irregular expenditure and fruitless and wasteful expenditure, as required by section 62(l)(d) 
of the Municipal Finance Management Act. 

91. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which recognised 
expenditure when it was incurred and accounted for creditors of the municipality, as required 
by section 65(2)(b) of the MFMA. 

Revenue Management: 

92. Revenue received by the municipality was not always reconciled at least on a weekly basis, 
as required by section 64(2)(h) of the Municipal Finance Management Act. 

93. A credit control and debt collection policy was not adopted, maintained and implemented as 
required by section 96(b) of the MSA. 

94. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which recognised 
revenue when it is earned, as required by section 64(2)(e) of the MFMA. 

Transfer and conditional grants: 

95. The municipality did not always submit monthly reports to the transferring national officer, 
the National Treasury and the Provincial Treasury on spending and financial performance 
in respect of the allocations received, as required by section ll(2)(b) of the Division of 
Revenue Act and section 71(5) of the Municipal Finance Management Act. 

96. The municipality did not always submit quarterly reports to the transferring national officer 
on non-financial performance in respect of the allocation received, as required by section 
ll(2)(c) of the Division of Revenue Act. 

97. The accounting officer did not evaluate the performance of the municipality in respect of 
programmes funded or partially funded by a schedule 4 allocation within two months after 
the end of the financial year as required by section 11(6) of the Division of Revenue Act. 
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Asset management: 

98. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which accounts for the 
assets of the municipality as required by section 63(2)(a) of the Municipal Finance 
Management Act. 

99. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained an effective system of internal control for assets including an asset 
register as required by section 63(2)(c) of the Municipal Finance Management Act. 

INTERNAL CONTROL 

100. In accordance with the PAA and in terms of General Notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I considered internal control relevant to 
my audit, but not for the purpose of expressing an opinion on the effectiveness of internal 
control. The matters reported below are limited to the significant deficiencies that resulted 
in the basis for disclaimer of opinion, the findings on the annual performance report and 
the findings on compliance with laws and regulations included in this report. 

Leadership 

101. The mayor was retained during the May 2011 municipal election. The municipal- and 
technical managers were seconded from COGSTHA and the contract of the CFO was 
renewed on a month to month basis from August 2010. Furthermore the position for the 
corporate service manger was vacant. This resulted in a lack of oversight responsibility 
over financial and performance reporting, compliance with laws and regulations as well as 
internal control. 

102. The accounting officer of the municipality did not ensure that internal control procedures 
are developed, implemented and monitored. 

103. Most of the systems of the municipality were not documented in policy and procedures 
manuals that should be approved and the results of the monitoring process were not 
routinely communicated to all managers and staff. 

Financial and performance management 

104. The financial statements are not reviewed by management and those charged with 
government for completeness and accuracy prior to submission for audit. 

105. The municipality did not have proper record keeping and record management processes 
in place to ensure that the documentation supporting the amounts and disclosures in the 
financial statements were properly filed and easily retrievable. This resulted in a limitation 
of scope on our audit procedures. 

106. The municipality did not have adequate financial systems in place to ensure compliance 
with the accrual basis of accounting. As a result, information relating to the disclosure 
notes in the financial statements was not identified and captured in a form and time frame 
to support financial and performance reporting. 

107. The municipality did not review and monitor compliance with applicable laws and 
regulations. A compliance officer was subsequently appointed. 

108. The municipal manager did not implement performance management processes and did 
not delegate the function of collation of performance information to an official. 
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Governance 

Risk identification and management 

109. The accounting officer of the municipality did not ensure that a financial and risk unit is 
established. The municipality did not identify risks relating to the achievement of financial 
and performance reporting objectives. Consequently, controls were not developed to 
prevent, detect and correct material misstatements in financial reporting and reporting on 
predetermined objectives. 

Fraud prevention, detection and response 

110. The municipality has not undertaken a risk assessment to assess any risks of fraud and 
has consequently not developed a fraud prevention plan, as required by the MFMA. 

Audit committee 

111. The municipality did not establish an audit committee. Consequently, the committee did 
not approve the internal audit plan and has not exercised any oversight of the 
implementation of the matters reported by the internal audit function. 

Internal audit 

112. The municipality did not establish an internal audit section. Consequently, the internal 
audit did not advise the accounting officer and report to the audit committee on matters 
relating to internal audit, internal controls, accounting procedures and practices, risk and 
risk management, performance management and loss control. 


Kimberley 
21 January 2012 



AUDITOR-GENERAL 
SOUTH AFRICA 

Auditing to build public confidence 
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